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Strong Returns in
a Volatile Market

Back in 2009, Canandaigua National Trust
Company of Florida (CNTF) was established
to provide a holistic approach to wealth
management. In 2022, it again delivered.

CNTF grew its assets under management at
arate of 7.7% despite the economic turmoil,
rising interest rates and market volatility.

Our extraordinary growth in the face of the
worst combined stock and bond returns

in over 80 years is attributed to our ability

to manage client assets in a thoughtful and
conservative manner that achieves long-term
client goals. CNTF looks forward to expanding
its staff and services in 2023 with the
continued mission of increasing our positive
impact across the community.

Navigating By Our

Internal Compass

True North refers to an inner sense or
calling. At Canandaigua National Bank &
Trust, we embody this concept by leading
with authenticity, values and purpose.

Our core values are our internal compass.

So before making any business decisions, we
carefully consider how they will affect the
people who rely on us: our valued customers,
the communities we serve, our employees
and shareholders. “In all, 2022 was another
successful year,” said President and CEO
Frank H. Hamlin, IIl. “As we march into the
challenges and opportunities of 2023, we
continue to do so with a strong and loyal
customer base, a strong dedication to our
community and a strong brand.”




February 3, 2023

A message from
Frank H. Hamlin, III,
President and CEO

Dear Shareholders,

Despite some unusual twists and turns, 2022 was a successful year for us. Net income and
diluted earnings per share increased 6.9% to $47.9 million and 6.8% to $25.38, respectively,
compared to 2021. Return on average assets for 2022 was 1.06%, while return on average equity
was 15.32%. Our financial results were slightly better than we had predicted, even though our
assumptions relating to changes in the federal funds rates were underestimated. Our stock price
increased over 16% during the year, which was quite a contrast from the declines experienced in
the broader equities markets. We were pleased to return a full year dividend per share of $8.70 to
you in 2022, an increase of 14.5%, or $1.10 per share over the prior year.

The primary areas of focus throughout 2022 related to inflation, federal funds rate increases,
unemployment rates and Gross Domestic Product, and their respective effects on our cost and
pricing structures. As we entered the year, the inflation rate was 7.48%. The Federal Reserve target
rate for inflation is 2%. The Federal Reserve had expressed hopes that inflation could be brought
back down through rate increases during 2022. Inflation was more persistent than anticipated,
creeping as high as 9.06% in June before slowly declining to 6.45% by December 2022. A brief
view of the following table tells the story:

FOMC Meeting Date Rate Change (bps) Federal Funds Rate
March 16, 2022 +25 0.25% to 0.50%
May 4, 2022 +50 0.75% to 1.00%
June 15, 2022 +75 1.50% t0 1.75%
July 27, 2022 +75 2.25% to 2.50%
September 21, 2022 +75 3.00% t0 3.25%
November 2, 2022 +75 3.75% to 4.00%
December 14, 2022 +50 4.25% 10 4.50%

The Federal Reserve raised rates a total of 425 basis points in its effort to tamp down inflation
while trying to avoid throwing the economy into recession. We can see how the Fed'’s dual
mandate of stable prices (inflation) and “maximum employment” (low unemployment) can be
at odds with one another depending on the environment. Here, the unemployment rate has been
low for several reasons relating to the pandemic. Most employers have experienced difficulties in
obtaining and retaining workers as we have attempted to return to normal operations.



With so many job openings and enhanced turnover, employers have been forced to increase
wages to obtain and retain talent. Naturally, this materially increases one of the larger business
expenses which requires firms to increase prices.

The stated purpose of raising interest rates is to cool off the economy, thereby lowering
demand. With lowered demand, prices—and by implication, unemployment rates—should
readjust. The current target unemployment rate set by the Federal Reserve is 4.4%. Nationally the
unemployment rate is 3.7%, whereas locally it is less than 3% (Monroe County 2.9%, Ontario
County 2.7%) as of the end of December 2022. The movement of interest rates is a blunt
instrument which takes time to have effect throughout the economy. Locally, we have certainly felt
the effects of inflation in food, energy, housing, cars and service prices.

In 2022, we expected a slowing in overall lending demand, as purchasing power decreases
inversely with interest rates. Additionally, we expected a decrease in credit quality as savings rates
returned to normal levels and credit card debt balances have risen nationally; both returning to
normal levels as stimulus money is spent down and the service sector has reopened. We were
pleasantly surprised to see our credit quality hold at historically pristine levels throughout 2022.

Our residential mortgage business was half that of 2021 in units and dollars. This was expected
due to the exceptional refinance business precipitated from the interest rate environment in 2020
and 2021. Purchase money mortgages also popped up with the fall of interest rates in 2020 and
through 2021—although due to the lack of housing on the market, prices increased materially,
resulting in the bidding wars we have all heard of through friends and family. On average, home
prices increased 12% between 2020 and 2021 and another 15% between 2021 and 2022. In 2022,
purchase prices began moderating as we progressed through the year and interest rates
increased, thereby decreasing affordability. We also experienced a larger number of mortgages
coming onto our balance sheet instead of being sold on the secondary market. In the long term,
this helps us, as these assets will earn interest at enhanced rates over the life of those loans. In
terms of 2022, however, this resulted in $3.2 million less revenue from sales to the secondary
market than we had anticipated, thus hurting our non-interest income. Overall, our residential
mortgage portfolio grew 20% in 2022.

We have a similar story to the above when we talk about our indirect lending portfolio which
represents about 25% of our lending portfolio. The pandemic and related supply chain problems
have materially affected the auto market. Average prices of used cars have increased by 45% from
prices in 2020. Car manufacturers have not been able to make cars in large part due to supply
shortages of microchips. Nonetheless, our indirect lending business boomed in 2020 and 2021,
leading us to plan on a reduction in this type of lending in 2022. Car loans are sensitive to changes
in interest rates which again negatively impact affordability. Year over year, this portfolio grew only
3.9% which was intentional as we watch credit quality metrics of this portfolio as the canary in the
proverbial credit coal mine. Throughout the year we have been steadily raising indirect rates in
parallel with anticipated federal funds rate increases, while paying attention to deal volume and
our competitors. Although there have been some small credit union holdouts, we have generally
witnessed our competitors increasing their rates commensurate with our moves.



Our commercial production grew a robust 12.6% over 2021. This was materially more than
expected. Over the course of the year, we have witnessed this market soften, however not to the
level expected. Although present, supply chain problems have largely been mitigated by our
commercial borrowers, either finding alternative sources for material or through pre-buying and
building inventory for the necessary components of their businesses. Most businesses have been
able to increase rents and/or prices to offset increased costs of doing business. Our local markets
have proven resilient and innovative in managing current economic conditions. Many local
businesses and real estate projects are performing better than national averages. The increase in
interest rates has forced businesses to reassess their business models and projections, but we
have not yet seen a material pullback in activity in general locally.

Wealth Management increased income by 1.1% over 2021 despite significant market
headwinds experienced during 2022. In large part this area derives income from fees based upon
market value of assets under management. Throughout 2022, the S&P 500 and the Dow Jones
Industrial Average decreased by 19.44% and 8.78%, respectively. During this type of market,
significant efforts are spent with clients ensuring they don’t panic and sell at the bottom of a
market cycle. Through those conversations and others, we were able to grow the book value of
our assets under management over the prior year by 4.4%, or $152 million, in a declining market.
This is outstanding!

Generally, in a rising rate environment we benefit as asset rates reprice more quickly than we
are required to reprice our liabilities. The increase of rates in 2022, along with asset growth, did
significantly increase our interest income by 20.5% or $28.5 million year over year. The increase of
rates by 425 bps over twelve months was more rapid than anticipated and increased our funding
costs more rapidly. Thus, our interest expense increased 102.4% or $11.8 million. Repricing of
wholesale funding sources popped up very quickly and we acted quickly to increase our deposit
and CD rates to bring in deposits to fund our loan volume. The resulting impact of these factors
was an increase in net interest income of 13.1%, or $16.7 million, year over yeatr.

['ll remind the reader that we started 2022 with COVID-19 in the forefront of our minds.
Infection rates and transmissibility concerns were very much under consideration in terms of
in-person gathering and thus, coming into the office. Different areas of the organization had
differing flexibility relating to remote work depending on task. For example, those in customer
facing roles or back-office roles using specific equipment have less flexibility to work remotely.
Others can fulfill their obligations largely through the use of a computer, which can happen just
about anywhere. As COVID-19 has become less of a factor, understanding and recognizing the
value of both working remotely and being in the same room has presented some challenges.
From the pandemic we learned that we can be highly productive operating in a remote-work
environment. We also learned that there are consequences to working remotely over the long
term and there are certain activities that are more effectively executed in-person.

We held a series of “focus groups” at the bank throughout 2022, based upon what we were
hearing through staff surveys and other points of communication. The first “focus group” related
to “the future of remote working” and ironically was held in-person, only. The group was



comprised of those in different roles, tenure and authority throughout the organization and was
heavily attended by those still working predominantly remotely. It was generally recognized that
there is a cultural cost with an extended remote work environment. Even with technology
granting the ability to reach out to everyone in the company, less meaningful communication
happens and the circle of people who communicate diminishes over time in a remote-only
environment. [t turns out there is a lot of meaningful communication occurring spontaneously at
the “water cooler” Contrary to my expectations, it was those who were new in their positions
(and perhaps thus tending to be younger) who lamented a loss of learning opportunities
through those more experienced and thus wanting more in-person opportunities. Our roles are
as much about contributing to others in energy, encouragement, and knowledge transfer as they
are about our individual, task based, job descriptions.

[ can’t say we have answered the “remote work” question except to say that it is a wonderful
tool in a variety of circumstances which we will continue to use while also paying close
attention to cultural implications. Nonetheless, the “focus groups” held throughout the year were
one of several important initiatives aimed at bringing people together again. Great people having
great conversations.

On the legislative front, we have been watching a number of developments. Several years
ago, the New York State legislature legalized recreational use marijuana within the state. New
York State joins approximately 3/4 of the nation in allowing for some form of legalized marijuana.
The federal government still classifies marijuana as a Schedule 1 drug, thereby making it illegal
to use, possess or produce in any form whatsoever. It also continues to be illegal for any
financial institution to handle the proceeds of sale or distribution relating to marijuana as this
would be construed as money laundering under federal law. Where recreational use has been
legalized in particular, this creates a situation where large sums of money are being stored
outside of the banking system, thereby requiring proprietors of marijuana businesses in states
where it is legal to possess very large sums of money on premises. This of course allows for the
opportunity to underreport earnings for taxation purposes, yet more importantly has created an
environment ripe for the use of violence against business owners and their employees by those
intent on stealing large sums of money. Throughout the United States, there have already been
several instances of homicide relating to the robbery of dispensaries. This is no longer a mere
theoretical risk. There have been numerous attempts over the last several years to provide
legislation which would allow depository institutions to accept these deposits without it being a
crime. A majority exists in both parties for passage of such legislation. However, without surprise,
our federal legislature is unable to get their act together. Currently, we do not expect any kind of
legislation will be passed before the next federal election cycle.

On the state level, there have been conversations around the creation of “Public Banks”.
The proposed purpose of these banks would be to provide services to those deemed
underserved by the current system of banks and credit unions. Specifically what products and
services they are looking to provide has not yet been defined, nor how those products and
services will be provided without enormous additional expense laid upon the tax payer.



This concept is not new and has been tried in a number of different forms and at different times
throughout the history of our country. Generally, these concepts are studied and abandoned.
Those that move forward generally fail at taxpayer expense. This is a complicated business with
an enormous regulatory burden. “Profit” is generally viewed as evil by politicians and consumer
groups, while it is those profits which turn into capital which allows for income which allows us
to survive losses stemming from failed businesses and other unsuccessful endeavors within our
community. Who will pay for the losses in a “Public Bank” paradigm?

We continue to monitor changes being made relating to Fair Lending and the Community
Reinvestment Act. Although the subject matter covered by both bodies of law is very important,
the constant modification of reporting requirements becomes extraordinarily expensive first to
interpret and then to integrate into our human and technical processes. Moreover, without
universal application of these requirements upon all material participants in the intermediation
business, policy makers and advocacy groups fall into the trap of making conclusions based
upon incomplete and/or inconsistently collected information. Due to the expense associated
with the reporting of this data, there have been great efforts by various industry groups to dodge
these requirements and they have been very successful in doing so. [ don't expect this to change
in the near future, if ever.

Cryptocurrency is another subject matter that we have been taking time to educate ourselves
on, in light of all the discussions in the media and by policymakers. The stated purpose of
cryptocurrency is to make the traditional banking system obsolete through the elimination of
intermediaries in the payments system, providing immutable security and eliminating the ability
of third parties, such as central banks to manipulate the money supply and thus serve as a stable
hedge against inflation, and so forth...

The reality of cryptocurrencies is that they are at best a highly volatile asset with no intrinsic
value. It will take some time before they attain a modicum of security and stability necessary to
be used as a true currency. We have chosen to hold off on introducing cryptocurrency services
on our banking platforms. To do otherwise would be inconsistent with our mission of providing
prudent financial education and advice to our customer base. Nonetheless, we have taken steps
to ensure we are able to transact in cryptocurrency in order to fulfill our role as a fiduciary, in the
context of administering trusts and decedents’ estates.

Being a community bank, our primary objective is to support the communities we serve. In
2022, I was particularly proud to serve as the Campaign Chairman for the United Way. The United
Way works to raise funds, validate and support a myriad of organizations within our communities
to provide for a broad spectrum of social need. CNB has a long history of working with and
supporting the United Way, so in 2022 we put up a $500,000 matching funds challenge which was
quickly responded to. Overall, the campaign was very successful, amounting to approximately
$17.9 million dollars raised over the six-county service area. Combined with additional United
Way grants and initiatives, a grand total of $35.8 million was raised. Although 2023 brings a new
campaign chair, Canandaigua National Bank & Trust will continue in its support of the United
Way, as we always have.



In addition to our giving through the United Way, we also continued to provide direct support
to organizations throughout our community through sponsorships, employee involvement and of
course, direct charitable contribution. This giving was significantly important in 2022 due to the
effects of inflation on the costs of food and fuel. There is significant need throughout our
community and we continue to meet with people and organizations trying to meet those needs.
We continue to look for opportunities to have an impact within our community and ask you as
shareholders to encourage members within our community to contact us with potential
opportunities. The more we know about what is going on in the community, the more we can help.

We had a number of retirements at the end of 2022 which have been detailed later on in this
booklet. Nonetheless, there are two in particular that together equate to over 85 years of
institutional knowledge, and whom I have worked closely with during my tenure at the bank. The
first retirement is that of Vicki Mandrino, who most recently served as the head of our compliance
area. Although Vicki would not admit it, her breadth of knowledge in the area of banking
regulation makes her one of the most experienced experts in the field. Her analysis was thorough,
and her judgment was impeccable. [ am thankful for the time she put into preparing her successor
for the compliance role and feel extremely comfortable with her choice. Nonetheless, [ thank
Vicki for her direct role in navigating this complex regulatory environment throughout her 42-year
career and the exceptional growth of this organization during that time.

The second person I need to mention is Steve Martin, who retired from our Community
Relations role. Over his 44-year tenure, Steve served in just about every role where there was a
need. As the institution grew, he took on what became the Human Resources department and
then Marketing and then Public Relations areas. Steve is a man who is known by people in every
corner of our community whether it be education, not-for-profits, political, regulatory or any
community group you can imagine. He worked very closely with my father as they navigated the
community environment, and then with me. Aside from his formal roles, for me he has been a
coach, mentor and counselor. [ will miss our discussions relating to the many unusual situations
we bump into while navigating this business.

With Steve Martin’s departure, we needed someone to fill the public relations and engagement
role. In a fortuitous collision of circumstances, we were able to bring on Ginny Ryan upon her
departure from Channel 13 News. After 35 years of reporting on stories within the community, we
are very excited to have her join us and help tell our stories within the community!

[ am also happy to report that we attracted a new board member. In late 2022, Erika Duthiers
accepted a position on our board. Erika is currently employed as Associate Vice President of
Compliance and Ethics and Deputy General Counsel for RIT. I look forward to leveraging her
experience and judgement as we continue to navigate this heavily regulated business called
banking.

In all, 2022 was another successful year. As we march into the challenges and opportunities of
2023, we continue to do so with a strong and loyal customer base, a strong dedication to our
community and a strong brand. As one of our executives says often, “our brand is a promise; and it



is our people that are the promise keepers!” We continue to invest in our people, which feeds our
culture and ultimately leads to the delivery of a high-quality customer experience. I thank you for
investing in our mission and sharing in our belief that a thriving community bank is important for
a healthy community. Thank you for your support and I look forward to reporting on our
mid-year progress.

Sincerely,

Sk K ke T

Frank H. Hamlin, III
President and CEO



CNC Shareholder Relations

Canandaigua National Corporation (CNC) is the holding company for

The Canandaigua National Bank & Trust Company (CNB) and Canandaigua
National Trust Company of Florida (CNTF). In combination, these companies
and their subsidiaries provide a full range of financial services, including
banking, trust, lending, mortgage services, investment management, and
insurance services to individuals, corporations, and municipalities.

CNB is an independent community bank and a member of the FDIC. CNC
stock is not traded on an exchange like other Wall Street stocks, but in
auctions based on purchase and sale bids submitted in a sealed-bid process.

Consistent with our strategy as a community bank, we make decisions
locally—based solely on what's best for our valued customers, the
communities we serve, our employees, and our shareholders.

As one of CNC'’s constituents, shareholders are an important part of our

past success and bright future. Many of our shareholders are also colleagues,
community members, and customers who have been a part of the CNC
family for generations.

Shareholder Relations Team

The Shareholder Relations Team is dedicated to assisting current and
prospective shareholders with inquiries and a variety of shareholder-related
activities. These may include buying, selling, and gifting shares; tax cost basis
research; dividend payment details; updating contact information;
exchanging physical certificates for safer book entry statements; and all
general CNC questions.

2022 Shareholder Relations Updates

Scott B. Trumbower

Senior Vice President

Director of Shareholder Relations
(585) 3944260 x 50611
STrumbower@CNBank.com

Kirsten Johnson

Shareholder Relations Specialist
(585) 3944260 x 36067
KJohnson@CNBank.com

We are pleased to share the continued development of the Shareholder Relations page located

on the Canandaigua National Bank & Trust website: CNBank.com/ShareholderRelations. On this

page you will find current share price, recent high/low bids, the date of our next stock sale, dividend
information, and more. This information is regularly updated and available online at your convenience.

The new Shareholder Advisory Group provided some valuable insights, guidance, and feedback in
our first year together, as we continue to develop our overall shareholder experience.

Finally, please take a moment and provide us with your current email address

and phone number so we can stay in touch with you.

Your Shareholder Relations Team is located at:
CNB Main Office, Wealth Management Suite
72 South Main Street, Canandaigua, NY 14424



CANANDAIGUA NATIONAL CORPORATION
72 South Main Street
Canandaigua, New York 14424
Phone: 585-394-4260
1-800-724-2621
Fax: 585-394-4001
Internet: www.cnbank.com
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Annual Meeting
The Annual Meeting of Shareholders of Canandaigua National Corporation (the Company) will be held virtually via live webcast

on the website www.cesonlineservices.com/cnnd23_vm and in person at 72 South Main Street, Canandaigua, NY, 14424;
Wednesday, April 19, 2023, at 1:00 p.m.

Note: To participate via webcast, a shareholder must pre-register at www.cesonlineservices.com/cnnd23_vm no later than
1:00 p.m. Eastern Time, Tuesday, April 18, 2023, 24 hours prior to the start of the meeting. You will need your proxy card
containing your 11-digit control number in order to complete the pre-registration.



Presented below is a summary of selected financial highlights to display a snapshot of our performance for the past five years.
Balance sheet information is as of the year end, while income statement and average balance information is for the full-year
period. This and all information concerning our financial performance should be read in conjunction with the Consolidated
Financial Statements and Notes thereto.

Additional information on the Company’s Common Stock, including quarterly high, low, and weighted average sales prices
associated with sealed-bid public auctions administered by the Bank’s Trust Department is available on the Company’s website.

(https://www.cnbank.com/Your_Bank/About_Us/CNC_Financials/)

Income Statement Information:

B

Net interest income

Provision for loan losses
Non-interest income (")
Operating expenses

Income taxes

Net income attributable to CNC

alance Sheet Data - Period End:

B

Investments @

Loans, net

Assets

Deposits

Borrowings

Equity

alance Sheet Data - Average:

Investments @
Loans, net
Assets
Deposits
Borrowings
Equity

Asset Under Administration: @)

P

Market value

er Share Data:

Net income, basic

Net income, diluted

Cash dividends

Book Value

Closing stock price ¢

Weighted average shares - diluted

Other ratios:

E

Return on average assets

Return on average equity

Return on beginning equity
Dividend payout

Average equity to average assets
Net interest margin

Efficiency ©®

mployees (year end)

Total
FTE's

Financial Highlights
(Dollars in thousands except per share data)

2022 % Change 2021 2020 2019 2018

$ 144,109 13.1 % 127,396 108,044 100,426 93,307
5,195 (30.0)% 7,416 13,592 6,850 7,775
50,734 (10.0)% 56,346 59,738 51,481 52,360
126,001 72 % 117,577 99,091 94,472 91,844
15,787 12.8 % 14,000 12,829 11,402 10,131
47,854 6.9 % 44,744 42,265 39,178 35,912

$ 1,100,384 31.6 % 836,170 415,321 394,456 424,282
3,440,716 9.1 % 3,152,407 2,951,484 2,437,588 2,303,449
4,747,541 14.1 % 4,160,371 3,635,357 3,015,665 2,862,493
3,762,068 7.0 % 3,515,990 2,965,948 2,387,940 2,240,985
528,200 164.1 % 200,000 250,000 250,000 305,100
312,559 (1.9)% 318,713 205,747 265,971 233,659

$ 1,010,851 58.8 % 636,456 391,105 401,288 397,446
3,317,597 6.8 % 3,106,898 2,805,615 2,374,738 2,231,890
4,529,920 149 % 3,942,058 3,419,157 2,954,166 2,768,540
3,727,581 12.7 % 3,306,531 2,741,807 2,346,916 2,182,049
364,555 66.2 % 219,304 269,668 256,823 274,118
312,339 1.7 % 307,135 277,867 249,040 219,017

$ 4,238,899 (9.2)% 4,670,290 3,953,176 3,690,204 3,056,039
$ 25.51 6.8 % 23.90 22.57 20.91 19.16
25.38 6.8 % 23.77 22.43 20.77 18.97

8.70 14.5 % 7.60 7.00 5.70 4.80

166.88 (1.8)% 169.94 158.09 142.18 124.85
351.25 16.5 % 301.54 221.03 204.44 187.54
1,885,391 0.2 % 1,882,449 1,883,922 1,886,218 1,893,140
1.06 % (7.0)% 1.14 % 1.24 % 1.33 % 1.30

15.32 % 51 % 14.57 % 15.21 % 15.73 % 16.40

15.01 % 6.9 % 15.13 % 15.89 % 16.77 % 17.27

34.28 % 72 % 31.97 % 31.20 % 27.44 % 25.31

6.90 % (11.4)% 7.79 % 8.13 % 8.43 % 7.91

3.36 % (1.2)% 3.40 % 3.37 % 3.62 % 3.58

64.30 % 0.6 % 63.94 % 59.03 % 62.04 % 62.43

650 45 % 622 580 572 556

617 4.8 % 589 549 536 516

(1) 2020 includes an $8.1 million gain on sale attributed to the sale of WBI OBS Financial, LLC (WBI) and 2018 includes a similar gain of $4.6 million from the sale of our minority

interest in USA Payrolls, Inc.

2) Includes the Company's investment in Federal Reserve Bank stock and Federal Home Loan Bank stock.

3) These assets are held in a fiduciary or agency capacity for clients and are not included in our balance sheet.

4) Price is based upon last sealed-bid auction of the respective year, administered by the Bank’s Trust Department.
5) Operating expenses, exclusive of intangible amortization, divided by total revenues.
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INDEPENDENT AUDITOR'S REPORT

The Board of Directors and Stockholders
Canandaigua National Corporation

Report on the Audit of the Financial Statements
Opinion

We have audited the consolidated financial statements of Canandaigua National Corporation and
Subsidiaries (the “Company”), which comprise the consolidated balance sheets as of December 31, 2022
and 2021, and the related consolidated statements of income, comprehensive income, stockholders’ equity,
and cash flows for the years then ended, and the related notes to consolidated financial statements.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the financial position of the Company as of December 31, 2022 and 2021, and the results of its operations
and its cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

We also have audited, in accordance with auditing standards generally accepted in the United States of
America, the Company'’s internal control over financial reporting as of December 31, 2022, based on criteria
established in the Internal Control—Integrated Framework (2013), issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) relevant to reporting objectives for the express purpose
of meeting the regulatory requirements of Section 112 of the Federal Deposit Insurance Corporation
Improvement Act (FDICIA) and our report dated February 24, 2023 expressed an unmodified opinion.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements
in accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Company’s ability to
continue as a going concern for one year from the date the consolidated financial statements are available to
be issued.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a
material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud
is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the consolidated financial statements.

In performing an audit in accordance with GAAS, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ |dentify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the consolidated financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
consolidated financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about Company’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

Other Information Included in the Annual Report

Management is responsible for the other information included in the annual report. The other information
comprises the information included in the annual report but does not include the financial statements and
our auditor’s report thereon. Our opinion on the financial statements does not cover the other information,
and we do not express an opinion or any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and consider whether a material inconsistency exists between the other information and the financial
statements, or the other information otherwise appears to be materially misstated. If, based on the work
performed, we conclude that an uncorrected material misstatement of the other information exists, we are
required to describe it in our report.

Crowe LLP
Crowe LLP

Livingston, New Jersey
February 24, 2023



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2022 and 2021
(dollars in thousands, except share data)

2022 2021
Assets
Cash and due from banks $ 59,891 40,544
Interest-bearing deposits with other financial institutions 2,185 12,260
Federal funds sold 252 175
Cash and cash equivalents 62,328 52,979
Securities:
- Debt, Available for sale, at fair value 543,563 812,748
- Debt, Held-to-maturity (fair value of $454,532 and $2,082, respectively) 526,830 2,026
- Equity, at fair value 7,673 8,677
Loans held for sale, at lower of cost or fair value 1,640 10,719
Loans, gross 3,477,511 3,186,713
Allowance for loan losses (36,795) (34,306)
Loans - net 3,440,716 3,152,407
Premises and equipment — net 22,446 18,702
Accrued interest receivable 15,254 11,011
Federal Home Loan Bank stock and Federal Reserve Bank stock 22,318 12,719
Goodwill 8,818 8,818
Other assets 95,955 69,565
Total Assets $ 4,747,541 4,160,371
Liabilities and Stockholders' Equity
Deposits:
Demand
Non-interest bearing $ 966,712 998,105
Interest bearing 432,453 483,006
Savings and money market 1,603,833 1,430,922
Time 759,070 603,957
Total deposits 3,762,068 3,515,990
Borrowings 528,200 200,000
Junior subordinated debentures 51,547 51,547
Accrued interest payable and other liabilities 93,167 74,121
Total Liabilities 4,434,982 3,841,658
Stockholders' Equity:
Canandaigua National Corporation stockholders' equity:
Preferred stock, $.01 par value; 4,000,000 shares
authorized, no shares issued or outstanding - -
Common stock, $5.00 par value; 16,000,000 shares
authorized, 1,946,496 shares issued 9,732 9,732
Additional paid-in-capital 13,845 13,316
Retained earnings 345,957 314,581
Treasury stock, at cost (75,398 shares and
73,032 shares, respectively) (14,417) (12,209)
Accumulated other comprehensive loss, net (42,869) (7,048)
Total Canandaigua National Corporation Stockholders' Equity 312,248 318,372
Noncontrolling interests 311 341
Total Stockholders' Equity 312,559 318,713
Total Liabilities and Stockholders' Equity $ 4,747,541 4,160,371

See accompanying notes to consolidated financial statements.
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2022 and 2021
(dollars in thousands, except per share data)

Interest income:
Loans, including fees
Securities
Federal funds sold
Interest-bearing deposits with other financial institutions
Total interest income
Interest expense:
Deposits
Borrowings
Junior subordinated debentures
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses

Non-interest income:
Service charges on deposit accounts
Trust and investment services
Net gain on sale of mortgage loans
Loan servicing, net
Loan-related fees
Loss on securities transactions, net
Other non-interest income
Total non-interest income

Operating expenses:

Salaries and employee benefits
Technology and data processing
Occupancy, net
Professional and other services
Marketing and public relations
FDIC insurance
Office supplies, printing and postage
Other real estate operations
Other operating expenses

Total operating expenses

Income before income taxes
Income taxes
Net income
Net income attributable to noncontrolling interests

Net income attributable to Canandaigua National Corporation

Basic earnings per share
Diluted earnings per share

See accompanying notes to consolidated financial statements.
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2022 2021
148,915 130,388
18,264 8,478
6 1
251 57
167,436 138,924
12,713 4,638
8,796 5,139
1,818 1,751
23,327 11,528
144,109 127,396
5,195 7,416
138,914 119,980
20,212 18,013
25,768 25,364
1,661 8,410
1,400 1,357
377 360
(20) (45)
1,336 2,887
50,734 56,346
74,680 69,945
16,345 14,674
10,773 9,896
7,067 7,078
3,245 4,111
2,997 2,292
1,999 1,948
32 90
8,863 7,543
126,001 117,577
63,647 58,749
15,787 14,000
47,860 44,749
6 5
47,854 44,744
25.51 23.90
25.38 23.77




CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years ended December 31, 2022 and 2021
(dollars in thousands)

2022 2021
Net income $ 47,860 44,749
Other comprehensive income (loss):
Unrealized net interest rate swap gains arising
during the year, net of taxes of $105 and $266 respectively 299 766
Unrealized net security losses arising during
the year, net of taxes of ($12,640) and ($3,012) respectively (36,223) (9,016)
Amortization of unrealized net losses on held-to-maturity securities transferred
from available-for-sale securities, net of taxes of $47 and $0 respectively 103 -
Other comprehensive loss (35,821) (8,250)
Total comprehensive income $ 12,039 36,499
Comprehensive income attributable
to the noncontrolling interests $ 6 5
Comprehensive income attributable to the Company $ 12,033 36,494

See accompanying notes to consolidated financial statements.
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance at December 31, 2020
Total comprehensive income
Purchase of treasury stock
Shares issued as compensation
Exercise of stock options and Stock
-Appreciation Rights
Cash dividends declared ($7.60 per share)
Sale of noncontrolling interest
Dividend to noncontrolling interests
Balance at December 31, 2021
Total comprehensive income
Purchase of treasury stock
Sale of treasury stock
Shares issued as compensation
Exercise of stock options and Stock
Appreciation Rights
Cash dividends declared ($8.70 per share)
Stock Repurchase
Purchase of noncontrolling interest
Dividend to noncontrolling interests

Balance at December 31, 2022

See accompanying notes to consolidated financial statements.

Years ended December 31, 2022 and 2021
(dollars in thousands, except share data)

Accumulated

Number of Additional Other Non
Shares Common Paid-in Retained Treasury Comprehensive controlling
Outstanding Stock Capital Earnings Stock Income (Loss) Interests Total
1,870,373 § 9,732 12,982 284,284 (12,505) 1,202 52 295,747
- - 44,744 - (8,250) 5 36,499
(2,242) (501) (501)
824 64 123 187
4,509 270 (216) 674 728
(14,231) (14,231)
289 289
(5) )
1,873,464 $ 9,732 13,316 314,581 (12,209) (7,048) 341 318,713
- - 47,854 - (35,821) 6 12,039
(1,538) (506) (506)
3 1 1 2
919 158 135 293
3,832 370 (152) 562 780
(16,326) (16,326)
(5,582) (2,400) (2,400)
(30) (30)
(6) (6)
1,871,098 $ 9,732 13,845 345,957 (14,417) (42,869) 311 312,559
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2022 and 2021
(dollars in thousands)

Cash flow from operating activities:
Net income $
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation, amortization and accretion
Provision for loan losses
Loss on sale of fixed and other assets and other real estate, net
Writedown of other real estate
Deferred income tax benefit
Loss on security transactions, net
Gain on sale of mortgage loans, net
Originations of loans held for sale
Proceeds from sale of loans held for sale
Change in other assets
Change in other liabilities
Loss on equity securities
Net change in operating lease right-of-use assets and liabilities

Net cash provided by operating activities

Cash flow from investing activities:
Debt Securities, available-for-sale:
Proceeds from maturities and calls
Purchases
Debt Securities, held to maturity:
Proceeds from maturities and calls
Purchases
Loan originations in excess of principal collections, net
Purchase of premises and equipment, net
(Purchase) Redemption of Federal Home Loan Bank and Federal Reserve Bank stock
Proceeds from sale of other real estate

Net cash used in investing activities

Cash flow from financing activities:
Net increase in demand, savings and money market deposits
Net increase in time deposits
Overnight and short-term borrowings, net
Proceeds from long-term borrowings
Principal repayments of other borrowings
Stock repurchase
Exercise of stock options
Payments to acquire treasury stock
Proceeds from issuance of treasury stock under stock option plan
Proceeds from issuance of treasury stock
Change in noncontrolling interest, net
Dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash & cash equivalents - beginning of period

Cash and cash equivalents - end of period $

Supplemental disclosure of cash flow information:

Interest paid $
Income taxes paid

Supplemental schedule of noncash investing activities
Real estate acquired in settlement of loans

Transfer from debt securities available for sale to debt securities held to maturity $

See accompanying notes to consolidated financial statements.
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2022 2021
47,860 44,749
5,572 7,143
5,195 7,416
27) (125)

- 11
(1,552) (2,499)
20 45
(1,661) (8,410)
(149,799) (403,165)
160,083 417,266
(18,530) 11,695
20,412 1,384
1,004 255
337 243
68,914 76,008
80,159 118,760
(164,961) (557,799)
40,589 3,277
(261,881) (2,123)
(293,594) (208,767)
(6,482) (6,588)
(9,599) 2,154
119 450
(615,650) (650,636)
90,965 427,833
155,113 122,209
128,200 -
200,000 -
- (50,000)

(2,400) -
780 728
(506) (501)
293 187

2 -

(30) 289
(16,332) (14,236)
556,085 486,509
9,349 (88,119)
52,979 141,098
62,328 52,979
21,613 12,670
15,770 14,934
90 428
303,630 -



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements December 31, 2022 and 2021

(1) Summary of Significant Accounting Policies
Business

Canandaigua National Corporation (the Parent) and subsidiaries (the Company) provides a full range of financial services,
including banking, trust, investment, and insurance services to individuals, corporations, and municipalities. The Company is
subject to competition from other financial services and commercial companies in various regulated and unregulated industries.
The Company and its subsidiaries are subject to the regulations of certain federal and state agencies and undergo regular
examinations by those regulatory authorities.

Basis of Presentation

The Consolidated Financial Statements include the accounts of the Parent and its wholly- and majority-owned subsidiaries. lts
principal operations comprise the activities of The Canandaigua National Bank and Trust Company (the Bank), CNB Mortgage
Company (CNBM), and Canandaigua National Trust Company of Florida (CNTF). All significant intercompany accounts and
transactions have been eliminated in consolidation. The Company accounts for investments in less-than-majority-owned entities
under the equity method. The Consolidated Financial Statements have been prepared in conformity with U.S. Generally
Accepted Accounting Principles and conform to predominant practices within the financial services industry.

In preparing the Consolidated Financial Statements, management made estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, as well
as the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Amounts in prior years’ Consolidated Financial Statements are reclassified whenever necessary to conform to the current year’s
presentation with no changes to net income or equity.

The Company has evaluated subsequent events through February 24, 2023, the date the financial statements were made
available to be issued.

Operating Segments

The Company’s business is conducted through a single business segment. While the chief decision-makers monitor the revenue
streams of the various products and services, operations are managed and financial performance is evaluated on a company-
wide basis. Discrete financial information is not available other than on a company-wide basis. Accordingly, all of the final
financial service operations are considered by management to be aggregated in one reportable operating segment.

Cash Equivalents

For the purpose of reporting cash flows, cash and cash equivalents include cash, interest-bearing deposits with other financial
institutions with maturities fewer than 90 days, and federal funds sold.

Interest-Bearing Deposits with Other Financial Institutions
Interest-bearing deposits wit other financial institutions mature within one year and are carried at cost.
Securities

The Company classifies its securities as debt securities available for sale, debt securities held to maturity, or equity securities.
Debt securities held to maturity are those that the Company has the ability and intent to hold until maturity. Debt securities held
to maturity are recorded at amortized cost.

Debt securities available for sale are recorded at fair value. Except for unrealized losses charged to earnings for other-than-
temporary-impairment deemed to be credit-related or based on intent to sell, unrealized holding gains and losses, net of the
related tax effect, are excluded from earnings and are included in accumulated other comprehensive income in stockholders’
equity until realized.

Equity securities with readily determinable fair values are measured at fair value with changes in fair value recognized in other
non-interest income within the consolidated statements of income.

Management evaluates debt securities for other-than-temporary impairment at least on a quarterly basis, and more frequently
when economic or market conditions warrant such evaluation. Consideration is given to: (1) the length of time and the extent to
which the fair value has been less than cost; (2) the financial condition and near-term prospects of the issuer; and (3) the intent
and ability of the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery
in fair value. A decline in fair value of any debt security below cost that is deemed other than temporary (“OTTI”) and related to
the credit-worthiness of the issuer is charged to earnings, resulting in the establishment of a new cost basis for the security.
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements December 31, 2022 and 2021

Management generally evaluates the credit-worthiness of the issuer based on their ability to produce sufficient cash flows to
service the contractual debt obligation.

Interest income and dividends are recognized when earned. Premiums and discounts are amortized or accreted over the life of
the related security as an adjustment to yield using the interest method. Realized gains and losses are included in earnings and
are determined using the specific identification method.

Loans Held for Sale

Loans held for sale are carried at the lower of cost or fair value. Fair value is determined by outstanding commitments from
investor and net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings.

Gains and losses on loan sales are based on the difference between the selling price and carrying value of the related loan sold.
In instances where servicing rights are retained, the carrying value of loans sold is reduced by the amount allocated to the
servicing right.

Loans

Loans, other than loans designated as held for sale, are stated at the principal amount outstanding net of deferred origination
fees and costs. Interest and deferred fees and costs on loans are credited to income based on the effective interest method.

The accrual of interest on commercial and real estate loans is generally discontinued, and previously accrued interest is
reversed, when the loans become 90 days delinquent or sooner when, in management’s judgment, the collection of principal
and interest is uncertain. Loans are returned to accrual status when the doubt no longer exists about the loan's collectability and
the borrower has demonstrated a sustained period of timely payment history. Specifically, the borrower will have resumed paying
the full amount of scheduled interest and principal payments; all principal and interest amounts contractually due (including
arrearages) are reasonably assured of repayment within a reasonable period (6 months); and there is a sustained period of repayment
performance (generally a minimum of six months) by the borrower, in accordance with the contractual terms involving payments of
cash or cash equivalents. Interest on consumer loans is accrued until the loan becomes 120 days past due at which time principal
and interest are generally charged off.

Management, considering current information and events regarding the borrowers’ ability to repay their obligations, considers a
loan to be impaired when it is probable that the Company will be unable to collect all amounts due according to the contractual
terms of the loan agreement. When a loan is considered to be impaired, and sufficient information exists to make a reasonable
estimate of the inherent loss, the amount of the impairment is measured based on the present value of expected future cash
flows discounted at the loan’s effective interest rate, or as a practical expedient, at the loan’s observable fair value or the fair
value of underlying collateral if the loan is collateral-dependent. In the absence of sufficient, current data to make a detailed
assessment of collateral values or cash flows, management measures impairment on a pool basis using historical loss factors
equivalent to similarly impaired loans. Impairment reserves are included in the allowance for loan losses through a charge to the
provision for loan losses. Cash receipts on impaired loans are generally applied to reduce the principal balance outstanding. In
considering loans for evaluation of specific impairment, management generally excludes smaller balance homogeneous loans
(loans or relationship size $0.1 million or less) within the small business, residential mortgage, home equity, and all consumer
portfolios. These loans are collectively evaluated for risk of loss on a pool basis. This limitation does not preclude the Company
from assessing impairment on a loan-by-loan basis if necessary.

On March 27, 2020, the President of the United States signed the Coronavirus Aid, Relief, and Economic Security ("CARES®)
Act, which provides entities with optional temporary relief from certain accounting and financial reporting requirements under
U.S. GAAP.

A key program under the CARES Act was the Paycheck Protection Program (“PPP”) administered by the Small Business
Administration (“SBA”) which has provided much needed funding to qualifying businesses and organizations. These loans are
forgivable by the SBA and fully guaranteed by the SBA. As such, the Company has not prescribed a reserve against the PPP
loan balances. For the Company’s part, SBA will pay a servicing fee to the Company based on the size of the individual loans.
The Company had approximately $2.7 million and $89 million of PPP loans as of December 31, 2022 and 2021, respectively.

Allowance for Loan Losses

The allowance for loan losses is a valuation reserve for probable incurred losses in the loan portfolio. Credit losses arise primarily
from the loan portfolio, but may also be derived from other credit-related sources, when drawn upon, such as commitments,
guarantees, and standby letters of credit. Additions are made to the allowance through periodic provisions, which are charged
to expense. All losses of principal are charged to the allowance when incurred or when a determination is made that a loss is
expected. Subsequent recoveries, if any, are credited to the allowance.

The Company has established a process to assess the adequacy of the allowance for loan losses and to identify the risks in the
11



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements December 31, 2022 and 2021

loan portfolio. This process consists of the identification of specific reserves for impaired commercial loans and material
residential mortgages, and the calculation of general reserves, which is a formula-driven allocation.

The general component of the allowance covers non-impaired loans and is based primarily on the Company'’s historical loss
experience adjusted for current factors. The historical loss experience is determined by portfolio segment and is based on the
actual loss history experience by the Company on a weighted average basis over the previous two years. This actual loss
experience is adjusted by other qualitative factors based on the risks present for each portfolio segment. These qualitative
factors include consideration of the following: levels of and trends in delinquencies and impaired loans; effects of any changes
in risk selection and underwriting standards; other changes in lending policies, procedures and practices; experience, ability and
depth of lending management and other relevant staffing and experience; national and local economic trends and conditions;
industry conditions; and effects of changes in credit concentrations.

While management uses available information to recognize losses on loans, future additions to the allowance may be necessary.
In addition, various regulatory agencies, as an integral part of their examination process, periodically review the Company’s
allowance for loan losses. Such agencies may require the Company to recognize additions to the allowance based on their
judgments about information available to them at the time of their examination.

Troubled Debt Restructurings

In the process of resolving nonperforming loans, we may choose to restructure the contractual terms of certain loans and attempt
to work out alternative payment schedules with the borrower in order to avoid foreclosure of collateral. Any loans that are modified
are evaluated to determine if they are "troubled debt restructurings” (TDR) and if so, are evaluated for impairment. A TDR is
defined as a loan restructure which, for legal or economic reasons related to a borrower’s financial difficulties, the creditor grants
one or more concessions to the borrower that it would not otherwise consider. Terms of loan agreements may be modified to fit
the ability of the borrower to repay in respect of its current financial status; and restructuring of loans may include the transfer of
assets from the borrower to satisfy debt, a modification of loan terms, or a combination of the two. If a satisfactory restructure
and payment arrangement cannot be reached, the loan may be referred to legal counsel for foreclosure.

Premises and Equipment

Land is carried at cost. Land improvements, buildings, leasehold improvements and equipment are carried at cost, less
accumulated depreciation and amortization. Depreciation is computed using straight-line and accelerated methods over the
estimated useful lives of the assets, three to twenty-five years. Amortization of leasehold improvements is provided over the
lesser of the term of the lease, including renewal options, when applicable, or the estimated useful lives of the assets.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales, when control over the assets has been relinquished. Control over
transferred assets is deemed to be surrendered when the assets have been isolated from the Company, the transferee obtains
the right (free of conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred assets,
and the Company does not maintain effective control over the transferred assets through an agreement to repurchase them
before their maturity.

Federal Home Loan Bank (FHLB) Stock

The Bank is a member of FHLB system. Members are required to own a certain amount of stock based on the level of borrowings
outstanding and other factors, and may invest in additional amounts. FHLB stock is carried at cost, classified as a restricted
security, and periodically evaluated for impairment based on the likelihood of ultimate recovery of par value. Both cash and stock
dividends are reported as income.

Federal Reserve Bank (FRB) Stock

The Bank is a member of its regional Federal Reserve Bank. FRB stock is carried at cost, classified as a restricted security, and
periodically evaluated for impairment based on the likelihood of ultimate recovery of par value. Both cash and stock dividends
are reported as income.

Other Real Estate

Other real estate acquired through foreclosure or deed in lieu of foreclosure (other real estate) is included in other assets, upon
receipt of title, and is recorded at the lower of the unpaid loan balance on the property at the date of transfer, or fair value, less
estimated costs to sell. Adjustments made to the value at transfer are charged to the allowance for loan losses. After transfer,
the property is carried at the lower of cost or fair value less estimated costs to sell. Adjustments to the carrying values of such
properties that result from subsequent declines in value are charged to operations in the period in which the decline occurs.
Operating earnings and costs associated with the properties are charged to other non-interest income and operating expense
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements December 31, 2022 and 2021

as incurred. Gains or losses on the sale of other real estate are included in results of operations when the sale occurs.
Loan Servicing Assets

The Company services first-lien, residential loans for the Federal Home Loan Mortgage Company (FHLMC or Freddie Mac) and
certain commercial loans as lead participant. The associated servicing rights (assets) entitle the Company to a future stream of
cash flows based on the outstanding principal balance of the loans and contractual servicing fees. Failure to service the loans
in accordance with contractual requirements may lead to a termination of the servicing rights and the loss of future servicing
fees.

The Company services all loans for FHLMC on a non-recourse basis; therefore, its credit risk is limited to temporary advances
of funds to FHLMC, while FHLMC retains all credit risk associated with the loans. Commercial loans are serviced on a non-
recourse basis, whereby the Company is subject to credit losses only to the extent of the proportionate share of the loan’s
principal balance owned. The Company’s contract to sell loans to FHLMC and to the Federal Housing Administration (FHA) via
third-parties contain certain representations and warranties that if not met by the Company would require the repurchase of such
loans. The Company has not historically been subject to a material volume of repurchases nor is it as of the current year end.

Loan servicing assets are amortized to loan servicing income in the statement of income. In computing amortization expense,
the Company uses historical prepayment rates for similar loan pools and applies this amortization rate to each pool. If
prepayments occur at a rate different than the applied rate, the Company adjusts the specific pool’s amortization in the period
in which the change occurs.

For purposes of evaluating and measuring impairment of loan servicing rights, the Company stratifies these assets based on
predominant risk characteristics of the underlying loans that are expected to have the most impact on projected prepayments,
cost of servicing, and other factors affecting future cash flows associated with the servicing rights, such as loan type, rate, and
term. The amount of impairment recognized is the amount by which the carrying value of the loan servicing rights for a stratum
exceeds fair value. Impairment is recognized through the income statement.

Goodwill

Goodwill has an indefinite useful life and is not amortized, but is tested for impairment. Goodwill impairment tests are performed
on an annual basis or when events or circumstances dictate. A qualitative assessment of goodwill is first performed factoring
company-specific and economic characteristics that might impact its carrying value. If the assessment indicates goodwill might
be impaired, a quantitative test is performed in which the fair value of the reporting unit with goodwill is compared to the carrying
amount of that reporting unit in order to determine if impairment is indicated. If so, the implied fair value of the reporting unit is
compared to its carrying amount and an impairment loss is measured by the excess of the carrying value over fair value. Fair
value of the reporting unit is estimated using a weighted average of market-based analysis and discounted cash-flow income
analysis.

Stock-Based Compensation

Stock-based compensation expense is recognized in the consolidated statements of income over the awards’ vesting period
based on the fair value of the award at the grant date.

The Company accounts for the liability associated with its stock appreciation rights plan at fair value which is re-measured
quarterly. Fair value is measured using the Black-Scholes-Merton option pricing model. The associated compensation expense
or credit reported in the statement of income represents the change in the remeasured liability.

Income Taxes

The Company and its wholly-owned subsidiaries file income tax returns in the U.S. Federal jurisdiction and in the states of New
York and Florida. Deferred income tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in the period that includes the enactment date.

The Company recognizes interest and penalties accrued on any unrecognized tax benefits as a component of income tax
expense.

Derivative Financial Instruments

Derivatives are recognized as either assets or liabilities in the consolidated balance sheets and are measured at fair value. If
certain conditions are met, a derivative may be specifically designated as: (a) a hedge of the exposure to changes in the fair
value of a recognized asset or liability or an unrecognized firm commitment; (b) a hedge of the exposure to variable cash flows
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CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements December 31, 2022 and 2021

of a forecasted transaction; or (c) a hedge of the foreign currency exposure of a net investment in a foreign operation, an
unrecognized firm commitment, an available for sale security, or a foreign currency denominated forecasted transaction. The
accounting for changes in the fair value of a derivative depends on the intended use of the derivative and the resulting
designation. At inception of the hedge, management establishes the application of hedge accounting and the method it will use
for assessing the effectiveness of the hedging derivative and the measurement approach for determining the ineffective aspect
of the hedge. These are consistent with management’s approach to managing risk.

The Company’s derivative financial instruments include: (1) commitments to originate fixed-rate residential real estate loans to
be held for sale; (2) commitments to sell fixed-rate residential loans; and (3) interest rate swap agreements.

Commitments to originate and commitments to sell fixed-rate residential real estate loans are recorded in the consolidated
balance sheet at estimated fair value. Neither of these derivative instruments are considered hedges; therefore, periodic changes
in the fair value of these instruments are recognized in mortgage banking income in the period in which the change occurs.
However, due to the minimal volume and short-term nature of these instruments, the fair value and the net impact of change in
fair value from the instruments’ was inconsequential and not recorded at December 31, 2022 and 2021.

The Company utilizes interest rate swap agreements as part of its management of interest rate risk to modify the repricing
characteristics of its floating-rate junior subordinated debentures. For swap agreements, amounts receivable or payable are
recognized as accrued under the terms of the agreement, and the net differential is recorded as an adjustment to interest
expense of the related debentures. Interest rate swap agreements are designated as cash flow hedges. Therefore, the effective
portion of the swaps’ unrealized gain or loss was initially recorded as a component of other comprehensive income, and
subsequent effective portions are recognized in interest expense. The ineffective portion of the unrealized gain or loss, if any, is
reported in other operating income.

The Company also utilizes interest rate swap agreements for certain variable rate commercial loans whereby the Company and
borrowers enter into interest rate swap agreements that result in borrowers paying a fixed rate to the Company and the Company
paying a variable rate to borrowers. The transaction allows the borrower to effectively convert a variable rate loan to a fixed
rate. The Company then enters into separate interest rate swap agreements having exact opposite matching terms with another
financial institution. The Company does not designate either interest rate swap as hedging instruments. Because the terms of
the swaps with the borrower and the other financial institution offset each other, with the only difference being counterparty credit
risk, changes in the fair value of the underlying derivative contracts are not materially different and do not significantly impact
the Company’s results of operation. Notional values associated with the interest rate swaps, under agreements with both
borrowers and other financial institutions, amounted to $262.3 million and $263.2 million as of December 31, 2022 and 2021,
respectively. The fair value is recorded in other assets and other liabilities on the Consolidated Balance Sheets.

Accumulated Other Comprehensive Loss

The Company’s comprehensive income consists of net income, changes in the net unrealized holding gains and losses of
securities availa